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COMPTROLLER GENER2L'S 
REPORT TO THE COiUGRESS 

DIGEST ----_- 

WHY T'HE REVIEW WAS MADE 

Because of the importance of the 
American shipbuilding industry to 
national defense and to U.S. for- 
eign commerce, and because a sig- 
nificant amount of Federal funds 
are provided to this industry, GAO 
studied the effectiveness of the 
principal Government program to 
maintain a shipbuilding industrial 
base. GAO assessed particularly 
the merchant ship construction sub- 
sidy program. (See p. 4.) 

FINDINGS AND CONCLUSIONS 

Government support of the ship- 
building industrial base partly 
insures that domestic capability 
exists to support the prosecution 
of a war. 

The Merchant Marine Act of 1936, 
as amended, directs the Secretaries 
of Connnerce and the Navy to assess 
the adequacy of the industry as a 
mobilization base at least once 
each year. No recent assessment 
has been made of the industry's a- 
bility to support prosecution of a 
short duration war, which is the 
Department of Defense emergency 
planning assumption for shipbuild- 
ing requirements. 

A 1973 Maritime Administration 
study was based on a longer war. 
More recently, the Maritime Admin- 
istration's position has been that 
the requirement for maintaining a 
domestic shipbuilding capability de- 

GOVERNMENT SUPPORT OF THE _ 
SHIPBUILDING INDUSTRIALASE 

! Maritime Administration and 
Department of Defense 

pends.more perhaps on the need to 
rebuild the merchant fleet after a 
war than on the need to support a 
war effort. (See pp. 13 to 15.) 
Early resolution of the Government's 
expectation of the shipbuilding in- 
dustry is essential for defining 
clear and finite objectives for 
Government support of the industry. 

National goals for both the ship- 
building industry and the merchant 
fleet could be achieved more effec- 
tively and economically if the Mari- 
time Administration had the author- 
ity and flexibility to approve, in 
some circumstances (1) subsidized 
ship construction in U.S. yards for 
foreign-flag operation and (2) sub- 
sidized U.S,flag operation of for- 
eign-built ships. 

Without this additional authority 
and flexibility the Maritime Admin- 
istration is limited in its ability 
to: 

--Provide desirable market stability 
for U.S. yards by leveling temporary 
peaks and valleys in U.S. shipbuild- 
ing activity. 

--Avoid or minimize potential ad- 
verse impact of merchant shipbuilding 
on cost and delivery of Navy vessels. 

--Promote specialization in con- 
structing ship types which !J.S. 
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\lards are most competitive in build- Y consider placinq some new construc- 
ing to encourage greater efficiency tion in naval shipyards. (See~p. t 
and economy in U.S. shipbuilding. 33.) 

--Reduce Federal subsidy funds re- 
quired to offset the difference be- 
tween U.S. and foreign construction 
costs I 

--Encourage U.S. shipyards to invest 
in facilities and maintain ship- 
building skills best suited to sat- 
isfy the iilation's needs for a pri- 
vate shipbuilding industrial base. 

This situation might be relieved by 
allowing U.S.-flag operators to 
acquire some of their ships from 
lower cost foreign shipyards, there- 
by avoiding the need to spend con- 
struction subsidy funds to have 
them built in U.S. yards. 

--Expand or modernize the U.S.-flag 
fleet rapidly and economically dur- 
ing periods when U.S. shipbuilding 
capacity or Federal construction 
subsidy funds are limited. 

With repetitive or series construe- 
tion of ship types which U.S. yards 
can most efficiently and economi- 

Market stability could be achieved 
by adjusting the construction sub- 
sidy program to complement changes 
in Navy and domestic merchant ship- 
building, the other two principal 
sources of business for the ship- 
building industry. (See p. 27.) 
The current construction subsidy 
program tends to aggravate, rather 
than relieve, peaks and valleys in 
U.S. shipbuilding activity. 

cally build and with allowing subsi- 
dized U.S. ship operators to obtain 
those ships from foreign yards which 

i 

if constructed in the United States . 
would require relatively high subsi- 
dy rates, it should be possible to ; 
maintain the present or even higher i 
level of U.S.-shipbuilding activity 1 
with a significant reduction of 
Federal funds. (See p. 29.) 

For example, increased merchant 
ship construction activity in U.S. 
yards was of growing concern to the 
Navy. According to a January 1974 Na- 
vy report, as the commercial workload 
increases, competition for available 
shipyard facilities and skills tends 
to increase both costs and delivery 
times for military ships. 

Large amounts of subsidy funds are be- ' 
ing spent to meet the growing demand 
for large oil tankers in the U.S.-flag 
fleet. This encourages U.S. ship- 
builders to invest in facilities for r 
tankers at a time when a worldwide 
overcapacity in this construction 
capability has been predicted. 

Moreover, the facilities and skills 
required for large tanker construc- 
tion may not be the kinds needed to 
satisfy U.S. industrial base needs. 

Partly because of the apparent shift 
in interest of many private ship- 
yards away from new naval construc- 
tion toward commercial ship con- 
struction, and because of apparent 
limitations in private shipyard ca- 
pabilities, the Navy has recommend- 
ed that the Secretary of Defense 

During periods when it is in the 
national interest to quickly expand 
or modernize the U.S.-flag fleet, it i 
may be advisable to supplement avail- 
able U.S.-shipbuilding capacity by 
permitting U.S.-flag operators to i 
acquire some ships from foreign yards. : 
Foreign-built ships would not require 
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construction subsidies, so fleet ex- 
pansion or modernization could be 
achieved quicker and at lower costs. 
{See p* 33.) 

RECOiWWWATIONS 

The Secretaries of Commerce and De- 
fense should review with appropriate 
congressional committees their views 
on the emergency planning assumptions 
which should be used in assessing 
the adequacy of the shipbuilding in- 
dus trial base. The Secretary of Com- 
merce should periodically assess the 
industry's capability to support the 
planned war effort. 

AGEiVCX ACTIONS AND UiVRESOLVED ISSUE$ 

GAO obtained comments from the De- 
partment of Defense and the Mari- 
time Administration of the Depart- 
ment of Commerce. Defense basically 
agreed with the recommendation, stat- 
ing that a forum should be establish- 
ed where Defense and the Maritime 
Administration could address the 
issues raised by this report. 
(See app. III.) 

Maritime Administration stated that 

--It was aware of no difference be- 
tween the views of the Departments 
of Commerce and Defense on the emer- 
gency planning assumptions that 
should be used in assessing the ade- 
quacy of the shipbuilding industrial 
base. 

--The industrial base requirement 
perhaps depends more heavily on re- 
building the merchant fleet than on 
initial mobilization requirements. 

--The recommendation that the Con- 
gress consider allowing greater 
flexibility in direct subsidy pro- 
grams needs further analysis and 

ii 

appears to be based on a "very nar- 
row and questionable argument." How- 
ever, its observations did not in 
themselves constitute a basis for 
rejecting the recommendation. 
(See app. II.) 

GAO believes that if the Maritime 
Administration now accepts the De- 
fense Department emergency planning 
assumption on war duration the in- 
dustry should be assessed using 
that assumption. (See p. 14.) 

Also, the assumptions leading to a 
requirement to rebuild the fleet 
need better definition and review 
by appropriate congressional author- 
ity before acceptance as justifica- 
tion for Government su port of the 
industry. (See p. 15. 7 

Further, the Maritime Administration 
ignored disadvantages of present 
statutory requirements other than 
higher Government cost in deciding 
the flexibility recommendation had 
a narrow and questionable basis. 
(See p. 38.) 

MATTERS FOR CONSIDERATION BY 
THE COIlrGRESS 

The Congress should consider author- 
izing the Maritime Administration 
to approve, in appropriate circum- 
stances, subsidized construction of 
ships in U.S. yards for non-U.S.- 
flag operation and the subsidized 
U.S.-flag operation for foreign- 
built ships. This authority will 
provide desirable flexibility in 
administering merchant marine 
support programs so that modifica- 
tions can be promptly made to 
achieve the Nation's changing mer- 
chant fleet and shipbuilding 
capability needs most effectively 
and economically. 
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In addition, the appropriate congres- 
sional committees should review 
Maritime Administration's concept of 
the need to reconstitute the merchant 
fleet after a war as a justification 
for continuous peacetime support of 
the shipbuilding industry. 
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CHAPTER 1 

INTRODUCTION 

OBJECTIVES OF GOVERNMENT SUPPORT 
OF SHIPBUILDING INDUSTRY 

The Merchant Marine Act of 1936 (46 U.S.C 1101) states 
that 

"It is necessary for the national defense and develop- 
ment of its foreign and domestic commerce that the 
United States shall have a merchant marine * * * sup- 
plemented by efficient facilities for shipbuilding 
and ship repair." 

This generalized language is expanded in a later section of 
the act that sets forth the objectives of a long-range mari- 
time program and states that the program should accomplish 
"the creation and maintenance of efficient shipbuilding and 
repair capacity in the United States with adequate numbers 
of skilled personnel to provide an adequate mobilization 
base." This quote, according 40 the House of Representatives 
report on the bill that became the Merchant Marine Act of 1970, 
Public Law 91-469, was added by that act to recognize the 
need for maintaining efficient shipbuilding and repair fa- 
cilities. 

Judging by the policy statement, developing and main- 
taining a merchant marine was deemed necessary to 

--provide capabilities deemed necessary for national 
defense and 

--aid in developing our foreign and domestic com- 
merce. 

The section of the act quoted above explains that the nation- 
al defense objective is for mobilization purposes, but the 
"development of its foreign and domestic commerce" objective 
as it pertains to the shipbuilding industry is less clear 
from the act. In hearings and speeches, support of-the in- 
dustry has been sanctioned citing various economic benefits 
that may be related to commercial objectives for shipbuild- 
ing. (See ch. 3.) 
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The Maritime Administration (MA) has two general objec- 
tives for support of shipbuilding: (1) maintaining an ade- 
quate mobilization base and (2) improving the efficiency of 
the industry. 

MEANS OF GOVERNMENT SUPPORT 

The Government has sought to insure an adequate ship- 
building industry through several types of direct and indi- 
rect assistance. The three major direct sources of demand 
for ship construction by U.S. yards have been (1) Navy 
construction, (2) merchant ships for use in foreign commerce 
built through the MA construction subsidy program, and (3) 
unsubsidized merchant ships for use in domestic trade built 
under the Jones Act (see p- 5 1. Figure 1 shows the ship- 
building demand between fiscal years 1964-73 from these three 
sources. 

Navy shipbuilding 

The most important source of demand for the shipbuild- 
ing industry, in terms of dollars, has been the Navy. For 
more than 20 years most Navy ships have been built by pri- 
vate yards, and since 1968 all Navy ship orders have been 
placed with private yards. 

Since passage of the Merchant Marine Act of 1970 the 
Navy share of total shipbuilding demand has declined from 
73 percent in fiscal year 1970 to 52 percent in 1972, al- 
though total Navy awards increased from $886 million in 1970 
to $1,189 million in 1972. The Navy share of total awards 
declined to 21 percent in fiscal year 1973 with a reduction 
to $371 million in awards. 

Navy ship construction is expected to continue to play 
a major role in demands placed on the U.S. shipbuilding 
industry. One industry source estimates naval construction 
will contribute from 52 percent to 57 percent of U.S. pri- 
vate shipyard fleet construction revenues for 1973 through 
1977. 

Construction differential subsidy 

Section 501 of title V of the Merchant Marine Act of 
1936, as amended, authorizes U.S. ship purchasers or ship- 
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yards to apply to the Secretary of Commerce for a construc- 
tion differential subsidy (CDS) to aid in constructing, 
reconstructing or reconditioning vessels to be used in 
U.S. foreign commerce. This subsidy is to compensate for 
the difference between the U.S. shipyard price and a fair 
and representative foreign yard price, as determined by the 
Secretary of Commerce. Under provisions of the 1970 Act, 
the maximum subsidy percentage was to be reduced 2 percent 
per year from 45 percent in fiscal year 1971 to 35 percent 
in 1976, with the Secretary of Commerce permitted to make 
exceptions. All subsidized contracts awarded to May 1974 
have been within the limits of the 1970 Act. 

The CDS program has considerably expanded since the 
1970 Act. It has been the major part of a surge in demand 
on the shipbuilding industry that has carried the industry 
to a record peacetime high backlog of orders. Figure 2 on 
page 6 shows the history of MA appropriations for ship con- 
struction from fiscal year 1964 through 1974 and CDS ex- 
penditures through fiscal year 1973. 

CDS ships represented 71 percent of all merchant ship 
contracts awarded between fiscal years 1964-73. As of Oc- 
tober 1, 1973, about $2.3 billion of subsidized ships were 
ordered but undelivered from U.S. yards. 

MA recently forecast over $14 billion of subsidized 
merchant ship construction contracts to be awarded between 
fiscal years 1974-85 with CDS payments to be about one-third 
of this total, or almost $5 billion. These contracts, it is 
predicted, will account for 75 percent of the value of all 
merchant ship construction contracts awarded during this 
period. 

As of January 1973 there were 24 major private U.S. 
yards and 8 naval shipyards, of which, only 12--all private 
yards--have been active in constructing either major com- 
mercial or naval ships. Since the end of fiscal year 1970, 
only 8 of the 24 private shipyards have been awarded con- 
tracts for constructing ships under the CDS program. As of 
October 1, 1973, of the 69 ships these shipyards had on order 
to be delivered after January 1, 1974, 42 were subsidized, 
16 were Navy ships and 9 were being built for charter to the 
Military Sealift Command. Twelve of the Navy ships were at 
one yard. 

4 
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Jones Act 

I Section 27 of the Merchant Marine Act of 1920, commonly 
known as the Jones Act, requires that, with minor exceptions, 
all waterborne merchandise between points in the United 
States be carried on U.S .-built and documented ships. Land 
and air transportation not so restricted are allowed to pur- 
chase capital equipment on the world market. Virtually all 
U.S.-built merchant ships are constructed either under the 
CDS program or for Jones Act domestic shipping. 

MA recently forecasted more than $4.7 billion of Jones 
Act merchant ship construction contracts to be awarded be- 
tween fiscal years 1974-85, or 25 percent of the value of 
all merchant ship construction contracts to be awarded dur- 
ing this period. 

, 

Mortgage insurance 

Title XI of the Act of 1936, as amended, allows the 
Secretary of commerce to guarantee payment of obligations 
incurred for financing construction, reconstruction or re- 
conditioning of vessels built and documented in the United 
States. The lessened risk through the Government guarantee 
improves financing terms for American-built ships. So, Sal- 
though shipyards receive no direct subsidy from this program, 
American yards appear to share an indirect subsidy with ship 
owners when the ship owner's decision on where to have his 
ship built is influenced by the U.S.-ship-financing package. 

The ceiling authority for such outstanding loan guaran- 
tees is $5 billion. During fiscal year 1973, the Govern- 
ment approved guarantee applications totaling about $965 
million. At the end of fiscal year 1973, total outstanding 
principal and interest under this program was $2.5 billion, 
with $1.3 billion more in pending applications. 

The program had a net income of about $7 million in 
fiscal year 1973, bringing total retained income to $45 mil- 
lion. 

Cargo preference 

Three major laws give U.S. ships preference in carrying 
Government-related cargoes. 
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--The Military Transportation Act of 1904 (10 U.S.C. 
26311, requiring military cargo to be carried in 
U.S. ships if freight charges are not unreasonable. 

--Public Resolution 17 of the 73d Congress (15 U.S.C. 
6168a), requiring that Government-aided exports be 
carried in U.S. ships where transportation is avail- 
able at reasonable rates, and 

--Public Law 664 of the 83d Congress, also known as the 
Chief Cargo Preference Act, requiring that at least 
50 percent of the gross tonnage of goods for U.S. 
Government use or overseas aid or assisted export 
be carried in privately owned U.S.-flag vessels to 
the extent they are available at fair and reasonable 
rates. 

Nine other aid or emergency relief laws contain similar 
cargo preference restrictions. 

The U.S. merchant marine's foreign trade has depended 
on preferred cargo for its outbound business. It has been 
calculated that between 1964-69, preferred cargo comprised 
78.1 percent of export tonnage and 5 percent of import ton- 
nage carried on U.S.-flag ships, 52.8 percent of all U.S.- 
flag tonnage. 

The Chief Cargo Preference Act was amended in 1961 to 
require that U.S.-flag ships, for cargo preference purposes, 
be U.S. -registered for at least 3 years if built, rebuilt, 
or registered outside the United States. U.S. yards are 
assisted by cargo preference provisions to the extent this 
3-year qualification period encourages ship construction in 
U.S. yards. 

Tax deferrals 

Section 607 of the Merchant Marine Act of 1936, as 
amended, authorizes any U.S. citizen owning or leasing any 
U.S .-flag vessel to establish a capital construction fund 
for that vessel by agreement with the Secretary of Commerce. 
Each fund consists of a capital, capital gains, and ordinary 
income account. Amounts representing vessel depreciation 
costs are deposited in the capital account and are generally 
not taxable. Deposits in the capital gains and ordinary 
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\ income accounts are tax deferred while in the fund. If the 
funds are used for constructing, reconstructing or acquir- 
ing a U.S. -flag vessel the deferral continues unless the 
vessel is to be used for trade between contiguous U.S. 
points. Because the new vessel's earnings can be deposited 
in the fund and reinvested in a succeeding vessel, payment 
of tax can be deferred indefinitely. At the end of fiscal 
year 1973, there were 140 interim agreements and over 
$2 billion in shipyard work was expected to result over 
the next 10 years. 

COMMISSION ON AMERICAN SHIPBUILDING STUDY 
, 

i 
The 1970 Act established a Commission on American Ship- 

building (hereafter referred to as the Commission) to deter- 
mine whether the industry could achieve a level of produc- 
tivity by fiscal year 1976 such that the CDS rate would not 
exceed 35 percent of the U.S. cost of each vessel and to 
recommend a course of action for Government and industry to 
improve the industry's competitive situation in world ship- 
building markets. If the Commission determined that CDS 
could not be reduced to 35 percent, it was to recommend 
alternatives to the ship construction program. 

The Commission's October 1973 report concluded that the 
fiscal year 1976 goal of a 35-percent CDS rate would be at- 
tained, barring major unforeseen developments attributable 
to (I) changes in currency exchange rates, (2) rates of 
foreign wage increases and (3) productivity improvements. 
The report recommends several methods of Federal support of 
the shipbuilding industry. (See app. I.) 

SCOPE OF REVIEW 

Decision6 on ship construction funding levels are based 
primarily on military justifications for new ships rather 
than on the need to maintain private shipbuilding capabil- 
ity. Therefore, we gave special emphasis to the role of the 
merchant ship construction subsidy program in maintaining 
the shipbuilding industrial base needed for national secur- 
ity and economic reasons. 

We reviewed the laws authorizing the CDS program and 
policies and stated objectives affecting its scope and ad- 
ministration. We analyzed the program's effects, both 

8 



realized and potential, on the shipbuilding industrial base 
and examined the effects from the standpoint of their valid- 
ity as objectives for the program. 

We examined pertinent data and we interviewed many of- 
ficials inside and outside the Federal Government who are or 
have been concerned with maritime affairs, shipbuilding in- 
dustry officials, and others having knowledge and experience 
of the issues. 

The Bureau of Labor Statistics rendered important as- 
sistance in our analysis of the employment effect of the 
CDS program. The Shipbuilder's Council of America, Ameri- 
can Institute of Merchant Shipping, and Federation of Ameri- 
can Controlled Shipping (formerly the American Committee 
for Flags of Necessity), also provided us with information. 
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CHAPTER 2 

PROBLEMS IN ASSESSING ADEQUACY OF INDUSTRY 

CAPABILITY FOR NATIONAL SECURITY PURPOSES 

For national security purposes the shipbuilding indus- 
trial base needs to meet both mobilization and peacetime 
requirements. A national security peacetime requirement 
would be the capability to build the numbers and types of 
ships the Navy must add to its fleet to maintain readiness. 
Possible conflict between this need for a shipbuilding indus- 
try and the role of the CDS program in supporting a larger 
industry is discussed in chapter 4. 

ADEQUACY OF SHIPBUILDING MOBILIZATION BASE 1 

Planning criteria 

As quoted in chapter 1, Government support of the ship- 
building industry is intended to maintain a mobilization 
base. Mobilization requirements, the industrial base needed 
to support prosecution of a war, depend on the type of emer- 
gency for which the United States wishes to be prepared. 
There would be three roles for the shipbuilding industry in 
support of the prosecution of a war: (1) ship construdtion, 
(2) ship repair, and (3) break out of the reserve fleet. 

New ship construction capability for mobilization pur- 
poses is needed to replace losses during a protracted war 
to maintain requisite ocean-lift capability. A protracted 
war is specified because the war would have to be long 
enough for ship construction to support the war effort. A 
related shipbuilding requirement might be the capability to 
rebuild the Navy and merchant fleets within some time frame 
after a conflict. This is what MA has termed a "reconstitu- 
tion" requirement. Acceptance of this requirement makes the 
industrial base requirement dependent on the time frame in 
which the fleet is to be reconstituted rather than on the 
duration of the war. 

On the other hand, if the war for which the United 
States wants to be prepared is expected to be short, the 
mobilization base required to support it would be smaller 
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and production resources would need to be already present 
to a large degree. In this case, the most important mobil- 
ization feature would be to have readily available materiel 
resources, facilities, machinery, and inplace trained man- 
power. It also means that to be adequate as a mobilization 
base the shipyard facilities and labor need not be prepared 
to construct ships. The facilities and labor required for 
constructing ships may be different from what is required 
for breaking out the reserve fleet and repairing ships. If 
so, the support program should change to reflect this dif- 
ference. We were not able to independently assess the dif- 
ference in resource requirements and received different 
opinions about the difficulty of switching from a peacetime 
construction role to a wartime repair and breakout role. 

Capacity required for ship repair depends less on a 
war's duration than on the intensity of the hostilities. 
Not all privately owned U.S. yards have the labor skills 
and facilities necessary to quickly repair the complex, and 
sometimes very large, combat vessels in the Navy's fleet. 
This work, therefore, falls on certain private and public 
yards. 

Capability required for rapidly breaking out the nation- 
al defense reserve fleet also depends less on the duration 
of a war. As of June 1973, the United States was retaining 
325 ships in the reserve fleet. To reduce deterioration of 
these already old ships, the reserve fleet is in a "mothbal- 
led" condition. To activate the fleet, each ship must be 
drydocked while all the equipment is brought up to operating 
condition. 

Assessment responsibility 

The Merchant Marine Act of 1936, as amended, requires 
the Secretary of Commerce, with the advice and coordination 
of the Secretary of the Navy, to assess at least once each 
year the adequacy of the industry as a mobilization base. 
The Joint MA-Navy Shipbuilding and Repair Committee was 
created in 1970 to advise the Secretaries of Commerce and 
the Navy on mobilization adequacy and efficiency of the 
shipbuilding and repair industry and the impact of all Gov- 
ernment and private shipbuilding programs upon the industry. 
This committee was to have provided the forum for the re- 
quired annual assessment of shipbuilding industry adequacy. 
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The committee discussed fulfilling its charter at its first 
meeting in March 1971, but as of June 1974 the objective of 
organizing for annual assessment of shipbuilding adequacy 
had not yet been achieved. 

In its October 1973 report, the Commission, commenting 
on the failure to meet the assessment requirement, stated 
that a level of shipbuilding facilities: 

"sufficient for the Nation's economic and security 
requirements * * * cannot be attained, however, until 
annual review by the Secretary of Commerce and the 
Secretary of the Navy is fully discharged, reliably 
reported to the President and the Congress, and re- 
sponsively acted upon." 

E 

1973 MA ASSESSMENT OF INDUSTRIAL BASE ADEQUACY 

In 1973 MA, in response to a request from the Commis- 
sion, assessed the U.S. shipbuilding industry as less than 
adequate for supporting the prosecution of a war. MA stated 
in a March 20, 1973, letter, "The essential conclusion is 
that present shipbuilding facilities are inadequate for mo- 
bilization needs by a factor of about 3 to 1," This assess- 
ment was based on inputs from the Navy and Department of 
Defense (DOD). 6 

The Navy and DOD commented on the MA study in classi- 
fied correspondence with the Commission. Navy comments were 
based on conflicts of limited duration, which was noted as 
DOD policy and the MA study was based on an assessment of ship- 
building requirements in a North Atlantic Treaty Organiza- 
tion war assumed to last a year. The Commission was not 
satisfied with the Navy comments because they were based 
on a different emergency situation. The Commission wrote 
to the Secretary of Defense requesting "a definitive state- 
ment from the Department of Defense as to its mobilization 
requirements with respect to shipbuilding." The Commis- 
sion further requested that the assessment be made based on 
the assumption of protracted conflicts. 

The DOD reply pointed out that the Navy position based 
on conflicts of limited duration correctly represented DOD I 
policy. The reply went on to say that this policy did not 
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originate with DOD, "but rather with the President and the 
National Security Council * * *." National Security Deci- 
sion Memorandum 133 of September 22, 1971, was referenced. 
DOD added that the MA study could be recommended as a source 
given the assumption made concerning the duration of the war, 
but "such an assumption is reflected neither in DOD policy 
nor in the Presidential and National Security Council policy 
upon which the DOD policy is based." 

DOD apparently considered the 1973 U.S. ship construc- 
tion capability adequate, although it has not recently made 
a formal study of the industry's capability to support a 
war effort, We were unable to find a recent study anywhere 
in Government of the industry's capability to support a war 
effort as visualized by DOD for its planning purposes. The 
1973 MA study used a different assumption about the expected 
duration of a war. 

The conclusions of the 1973 study, however, are no long- 
er the MA position, MA now bases its requirement for a 
shipbuilding industry primarily on the need to reconstitute 
the fleet after a war. But this 1973 study is the latest 
available on the adequacy of the industry to support the 
prosecution of a war. We believe this adequacy should be 
monitored by the Government and that this monitoring can be 
improved by reviewing the 1973 study. 

MA, in responding to our report said we had correctly 
represented differences of opinion regarding the probable 
duration of a future war assumed for its 1973 study. 
Because of the interim change in MA's position, MA now says 
it is aware of no difference between DOD and Commerce re- 
garding emergency planning assumptions that should be used 
in assessing the adequacy of the shipbuilding industrial 
base. We believe this means MA now accepts the DOD position 
on the probable duration of a war. It follows that MA 
should reassess the need for shipbuilding capability consid- 
ering currently accepted emergency planning assumptions. 

CURRENT MA POSITION 

MA's current MarAd position is that it is not clear 
that the adequacy of the shipbuilding industrial base is 
particularly sensitive to the likely duration of a future 
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major war. This is because the industrial base requirement 
is based on the need to replace ships for reconstituting 
essential commercial shipping service after a war rather 
than on mobilization needs during a war. Because most ship- 
ping losses probably would occur early in a war, duration is 
not the key to estimating the shipping that would have to 
be replaced after a war. 

MA assessed the shipbuilding industrial base from this 
aspect and made the following comments. 

"In a recent analysis, MarAd [MA] calculated the time 
required to replace U. S. shipping losses that might 
be expected in a major short war. Not counting loss- 
es of ships from the National Defense Reserve Fleet, 
it was assumed that some 165 merchant ships would 
have to be replaced (based on Navy analyses of prob- 
able sinkings), and shipbuilding capacity normally 
devoted to CDS-supported ships: (a) unavailable; 
(b), available and (c) increased by 50 percent. 

Under these three assumptions estimated years re- 
quired for merchant fleet reconstitution were, 
respectively 9 3/4, 4, and 4 l/2, which might be 
reduced to some degree through concentration on 
simple utility ship designs, but which would still 
remain considerable in a period of shortage." 

MA reached no conclusion on the adequacy of the indus- 
trial base because there has been no definition of how much 
time should be required to replace U.S. shipping losses that 
might be expected in a major war. This would require exami- 
nation of the postwar need for merchant shipping. For this 
study, MA assumed the need to return the fleet to its prewar 
size and examined how long this would take. 

CONCLUSIONS 

Assessment of the shipbuilding industry's adequacy as 
a mobilization base must be made. The industry's capability 
to support the prosecution of a war is a major reason for 
Government support of the industry. Evaluating the effec- 
tiveness of that support is difficult without (1) clear def- 
inition of what war effort the industry should be able to 
support and (2) periodic assessment of its capabilities as 
a mobilization base relative to the requirement. 

14 



MA'S current position that the industrial base require- 
ment more heavily depends on replacing ships needed for re- 
constituting the merchant fleet after a war, appears to be 
a new justification for Government peacetime support of the 
industry. The difference between Government support of the 
industry because of its importance to national survival and 
because of its importance to economic recovery warrants (1) 
more thorough definition of the requirement to reconstitute 
the merchant fleet and (2) a comparison of the cost of delay 
in reconstitution compared with the cost of continuous peace- 
time support of the industry, 

RECOMMENDATIONS 

In the interest of the Government's effective monitor- 
ing of the shipbuilding industrial base, we recommend that 
(1) the Secretaries of Commerce and Defense should review 

with appropriate congressional committees their views on the 
emergency planning assumptions which should be used in as- 
sessing the adequacy of the shipbuilding industrial base. 
The Secretary of Commerce should periodically assess the 
industry's capability to support the planned war effort. 

AGENCY COMPBNTS AND OUR EVALUATION 

M~J said that "an industrial base for shipbuilding rep- 
resents a useful hedge against the possibility of extended 
war." This would mean support of a mobilization base for 
emergency conditions other than those considered most likely 
by DOD. We believe the Government first should assure it- 
self that the requirements of the most likely emergencies 
are met and then examine the cost of adding to the security 
provided by meeting such requirements. 

DOD did not comment on our description of its position 
on the adequacy of the shipbuilding industrial base. It 
noted a current and future shortage of skilled manpower 
that should be a consideration in Government support of the 
industry. We believe that better definition of what the 
industry should be able to do to be considered adequate 
would result in greater attention to specific skills and 
facilities that need to be maintained through Government 
support. 

e 
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DOD essentially agreed with our recommendation about 
emergency planning assumptions for assessing shipbuilding 
adequacy. It stated that after a joint review of mutual 
problems the Secretaries of Defense and Commerce should 
meet with the appropriate committees of Congrees. (See 
apps. II, III, and IV for the full texts of the MA and DOD 
comments.) 

ISSUE FOR CONSIDERATION BY THE CONGRESS 

The appropriate congressional committees should review 
MA's concept of the need to reconstitute the merchant fleet 
after a war as a justification for continuous peacetime 
support of the shipbuilding industry. 
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CHAPTER 3 

ECONOMIC BENEFITS OF CDS 

The benefits of Federal support to the shipbuilding in- 
dustry are complex mixtures of national security benefits, in 
the form of shipbuilding mobilization support (see ch. 2), 
and economic benefits. Through the long history of testimony 
on Federal shipbuilding policy and programs, many different 
economic benefits have been discussed. Our review did not 
include the work necessary to reach firm conclusions regard- 
ing the economic benefits from Government support to ship- 
building. Some important factors in assessing these economic 
benefits are discussed below. 

INTERNATIONAL ECONOMIC BENEFITS 

Avoids dependence on foreign sources 

Protecting domestic merchant shipbuilding capabilities 
is necessary to avoid the possibility that (1) foreign 
sources would withhold ships from U.S. purchase at some 
critical time or (2) would make ships available for pur- 
chase only at unreasonable prices. Such possibilities are 
of concern when the critical time during which there is a 
need for ships is long enough for them to be built by the 
foreign source but not long enough for the United States to 
build them. Otherwise the need is to have ships available: 
not to have the capability to build ships. 

This form of discrimination is likely to occur only if 
U.S. shipbuilding capability is largely nonexistent and the 
many available foreign sources reach some type of common 
decision to withhold sales from the United States. Based 
on military demand and Jones Act requirements, it is un- 
likely that shipbuilding capability and technology would 
fall this low. Also, this form of discrimination can pre- 
vail only if the United States has no means for overcoming 
such an internatiOnal cartel other than a domestic ship- 
building capability. 
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Balance of payments 

The MA Office of Policy and Plans has estimated that 
the planned CDS program will reduce U.S. purchases of 
foreign-built ships by $6.8 billion (in 1971 dollars) be- 
tween 1973-85. In its October 1973 report, the Commission 
also cited balance-of-payments benefits for the CDS program. 
The report cited a $2.4 billion savings of foreign expendi- 
tures since the "enactment of the new maritime program in 
October 1970." The CDS program, over this period, cost 
$0.8 billion. Thus, according to the Commission report, 
"every dollar in CDS funds saves nearly three dollars from 
being spent abroad to purchase ships." 

A dissenting member of the Commission, however, said: 

"A nation attempting to solve its BOP (Bal- 
ance of Payments) problem must spend its subsidy 
(in whatever form) on those export industries 

which have the greatest leverage vis-a-vis for- 
eign competition* * *. There are many U.S. 
industries having a higher leverage and with 
better qualifications for support if the objec- 
tive is a maximization of BOP relief per dollar 
of subsidy," 

Considering balance of payments as justification for 
subsidy programs has been challenged by experts. Their 
arguments run from the impossibility of computing an accu- 
rate payments figure to the unexpected ultimate effects of 
industry subsidies. 

The accuracy of MA and the Commission figures is 
questionable because it does not include 

--the value of U.S. components used in foreign-built 
ships, 

--payments by U.S. shipbuilders for use of non-u-S. 
inputs, and 

--equity held by U.S. companies in overseas yards. 
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An unexpected effect of the industry subsidy is that 
it may adversely affect the domestic market for some U.S.- 
produced items and stimulate a greater outflow of dollars 
in terms of purchases of foreign products. 

The international monetary system is characterized as 
a floating rate system, which means that the value of the 
dollar in foreign currencies is determined by the supply 
and demand of dollars in foreign hands. Subsidized ship- 
building in the United States avoids the purchase of ships 
abroad, reduces the supply of dollars in foreign hands, and 
increases the value of the dollar in foreign currencies. 
This in turn can increase the price of U.S. exports in for- 
eign currencies and reduce the price of U.S. imports in 
dollars. 

Eclipsing the question of whether or not balance of 
payments should be considered in Government program deci- 
sions is the existence or nonexistence of payment problems 
such as foreign trade deficits. The value to the United 
States of a reduction in currency outflow--the direct effeci- 
of the CDS program on the balance of payments--varies from 
year to year depending on the severity of trhc defjcii: prclh-- 
lem. For example, in the fourth quarter of 1972 the United 
States was a net importer of goods and services at the 
annual rate of $3.5 billion. In the fourth quarter of 1973, 
net exports were at the annual rate of $8 billion. 

DOMESTIC ECONOMIC BENEFITS 5 Y 

Domestic economic benefits have also been advanced as 
justification for subsidizing shipbuilding beyond that 
needed for national security. 

Gross national product, tax revenue and employment 

Shipbuilding subsidy programs cause money to be in- 
jected into the shipbuilding industry. This money flows 
from shipbuilding throughout other sectors of the economy 
and can multiply national income as it moves through the 
Nation's many payrolls and purchases. Thi.s has been tcrmod 
the multiplier effect. The process, it is asserted, can 
increase employment and provide more tax income to the 
Treasury. 
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The Commission, for example described the benefits that 
would be derived from a fleet built in the United States, 
carrying 50 percent of all imported fuels and minerals 
needed through 1985, According to the Commission report, 

"the construction program alone would gene- 
rate, discounted at 10 percent, $9.4 billion in 
new income and $1.9 billion in taxes by 1985. 
* * *over the same period, this work would create 
an increase in the gross national product, dis- 
counted at 10 percent, of $28 billion, i.e. 
$28 billion worth of goods and services that 
would not otherwise be available, * * *Consid- 
ering only the discounted cost of the program, 
some $3.6 billion consisting primarily of CDS 
subsidies, approximateiy $2 billion would be 
recovered directly from maritime employment in 
the form of discounted income tax returns to the 
Treasury. If the tax payments, related to the 
multiplier are added, the total return to the 
Treasury becomes $5.6 billion, an amount consid- 
erably in excess of c~~i;t." 

A 1972 staff study entitled, "The Economics of Federal 
Subsidy Programs," printed for the use of the Joint Econom- 
ic Committee suggested that subsidies be examined for net 
changes benefiting society. The Commission authors did not 
examine net change, as recommended, nor did they illustrate 
the special conditions under which the gross national prod- 
uct, employment and tax benefits may exist. 

In areas where shipyards are major employers, CDS 
spending can increase regional income when unemployed people 
find jobs in shipbuilding. This spending, however, can also 
have a negative effect on the rest of t-J-e economy hc-?use 
resources diverted into shipbuilding by CDS expenditures 
under full employment must come from other regions. Federal 
funds spent on CDS that are taken from the private economy 
through taxes or borrowing could have been spent for other 
purposes. The result to the Nation in this case is income 
transfer, not creation. However, when uriemployment is more 
than 4.5 percent (at this time a not unreasonable lower 
limit on employment) and/or capital assets are idle, there 
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can be a net economic benefit. Employment of these re- 
sources would not reduce other output and would increase 
shipbuilding output and gross national product. 

If full employment exists, the economic effect of high- 
er CDS expenditure levels can create or worsen inflation. 
When workers and suppliers are already employed, they must 
be bid away, at higher prices, from their current employ- 
ment. The difference between the increased income generated 
by the shipbuilding industry using CDS and the decreased in- 
come generated by industries previously served may be only 
the result of higher prices: i.e., only inflationary. 

Of the annual average unemployment rates in the loca- 
tions of the 12 major shipbuilders during the years 1969-72, 
48 percent were below the U.S. average and 42 percent were 
below the 4.5 percent lower limit. 

If Federal programs take a year or so to be established 
on contract (obligated) and several more years to be com- 
pleted, as in shipbuilding, then the gross national product, 
tax, and employment benefits depend on the existence of 
idle capacity and unemployment several years into the future. 
The reliability of employment and inflation projections 
several years into the future is seriously limited. 

Regardless of projection limitations there is a history 
of minority unemployment higher than for the rest of the 
population which is being eased through yard employment prac- 
tices. MA data showed that 27.9 percent of the work force 
in major yards in the first quarter of 1974 was from minor- 
ity groups. 

Development of skills 

Although U.S. yards complain about labor turnover and 
the need for continuous training programs, creating or 
developing skills in individuals is one of the potentially 
quantifiable benefits of the shipbuilding support program. 
Through yard employment individuals develop skills that 
improve their earning power. Since the individual is 
trained because there is demand for the shipyard product, 
the CDS program enables the worker to acquire new abilities, 
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which continue to affect the economy regardless of where 
the individual is employed. 

The benefits can be measured by the increased labor 
market value of trained individuals due to employment in 
CDS-supported shipbuilding. 

Stimulation of innovation 

Without the market created by CDS for U.S. yards, it 
is possible that liquefied natural gas ships would not have 
been designed or constructed in the United States. The 
program stimulated an infant liquefied natural gas ship- 
building industry and helped it over initial market entry 
barriers. The percentage of subsidy required has fallen 
rapidly and, in a recent case fell to zero, possibly be- 
cause the United States was the only source able to meet 
the delivery schedule. Due to the cryogenic technology 
available in this country, U.S. yards may have an advantage 
over foreign yards in constructing liquefied natural gas 
ships, which might not have been exploited without CDS. 

Nuclear ship propulsion, a military technology well 
established in the United States, may be the next commer- 
cial shipbuilding technology to be stimulated by MA pro- 
grams, providing the price of oil is high enough to justify 
predicted nuclear costs. 

It is true that liquefied natural gas carriers and 
nuclear propulsion can be purchased elsewhere, but when 
U.S. industry has a potentially competitive advantage, the 
short term subsidy risk is worth considering and, in the 
case of liquefied natural gas carriers, may have been worth 
the cost. 

SUMMARY 

This chapter has briefly described some important con- 
siderations about economic benefits claimed to result from 
Government support of shipbuilding. Although the scope of 
our work did not permit reaching firm conclusions, we 
observed that the claimed economic benefits are difficult 
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to evaluate and are not constant over time. These charac- 
teristics reduce the persuasiveness of economic benefits as 
justification for the program. 
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CHAPTER 4 

OPPORTUNITIES TO WRE EFFECTIVELY AND 

ECONOMICALLY ACHIEVE NATIONAL SHIPPING 

AND SHIPBUILDING GOALS 

LINK BETWEEN MERCHANT FLEET AND 
SHIPBUILDING SUPPORT 

Government support of the shipbuilding industry is linked 
to merchant fleet support by the provisions of the Merchant 
Marine Act of 1936, as amended. The act specifies that only 
U.S.-built ships can be eligible for operating differential 
subsidies and that only ships which w.ill be U.S.-owned and 
U.S.-registered are eligible for construction subsidies. 
Therefore, as stated by the Shipbuilding Commission, "the 
health of the shipbuilding industry and of the merchant 
marine are inextricably inter-wined." 

?1-, s t TT c 41 ".-.-&zig morPkaqt 11.1.L CIA&&. vessel operators must receive an 
operating subsidy to be economically viable in foreign trade. 
To be eligible for that subsidy and other forms of Government 
assistance the U.S.- flag ship must have been built in the 
United States. A competitive U.S.-built ship ordinarily needs 
to be constructed under the CDS program because of the rela- 
tively higher ship construction cost in U.S. yards. Because 
of this "inextricable intertwining" MA must choose between sup- 
porting a merchant fleet having the characteristics desired 
and accepting whatever shipbuilding industry results or sup- 
porting an industry having the characteristics desired and 
accepting a subsidized fleet limited to the construction 
capabilities of that industry. 

To insure meeting the objectives for either the fleet or 
shipbuilding, the objectives for one or the other must be 
subordinate. Although it is possible, it is not likely that 
efforts to insure the objectives of one will also achieve 
the objectives of the other. 

The hearings for the Merchant Marine Act of 1970 indicate 
congressional concern principally with declining numbers and 
increasing age of thk merchant fleet and with shipbuilding 
efficiency, rather than with the existing shipbuilding capacity. ,, 
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A primary objective of this act was to expand and modern- 
ize the active U.S.-flag merchant fleet. The fleet had been 
reduced from 1,145 ships in 1950 to less than 700 by 1571-- 
from a modern fleet to a fleet more than two-thirds of which 
were or were approaching 25 years old. In addition, the 
Congress expressed concern about the percentage of U.S. trade 
tonnage the fleet would be able to carry if this decline con- 
tinued. 

Discussion of Government effort to improve shipbuilding 
industry efficiency centered on efforts to insure a suffi- 
cient expected volume of business to increase industry incen- 
tive to modernize. It was expected that improved efficiency 
would result from modernization investment by the yards if 
they could depend on avoiding the cyclical pattern of busi- 
ness previously typical of the industry. 

However, shipbuilding business is derived primarily from 
three sources: Navy construction, Jones Act, and MA subsi- 
dized construction. To avoid the cyclical pattern of business, 
one source of business could be adjusted to compensate for 
changes in the other source. Increases in the volume of busi- 
ness from the Navy and Jones Act have been forecast for the 
remainder of this decade. Therefore, it would appear that 
there would be less need for expanded MA subsidized construc- 
tion to provide the needed volume of business. 

The difficulty with adjusting the MA program as just de- 
scribed is the link between adding ships to the subsidized 
fleet and Government support of the shipbuilding industry. 
If expansion of the U.S. -flag fleet is to continue under 
current provisions of the law an expanded MA construction 
subsidy program must also continue. It appears, therefore, 
that CDS support of the industry is based more on the Nation's 
objectives for the U.S. -flag merchant fleet than on a need 
to provide Government support for developing or maintaining a 
specific size and type of domestic shipbuilding capability. 

COMPARISON WITH FOREIGN 
SHIPBUILDING COUNTRIES 

The Shipbuilding Commission noted that, "In most European 
nations, aid to shipyards is independent of the vessel's flag 
and aid to flag fleet operators is independent of the country 
of construction." 
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A large number of the ships that major shipbuilding 
nations added to their domestic merchant fleets from 1970 
through 1973 was foreign built while at the same time domes- 
tically produced tonnage was exported for foreign flag regis- 
tration. Statistics of the Orqanisation for Economic Co- 
operation and Development show that over half the tonnage of 
the 8 largest merchant shipbuilders1 (ranked by size of order- 
book) was for export. In addition, more than a third of the 
tonnage added to the merchant fleets of these shipbuilding 
nations was foreign built. Thus the major shipbuilders were 
both exporting and importing ships at the same time. Below 
are the total statistics of these eight shipbuilders compared 
with those of the United States for 1970-73. 

Percent built for export Percent imported 
United States Foreign United States Foreiqn 

1970 1 58 1 36 
1971 2 51 8 34 
1972 1 55 a21 36 
1973 1 66 14 45 

aThis figure is higher than usual because four container ships 
were imported by one U.S. company. The four constitute all 
the imported tonnage for that year. 

SOME DISADVANTAGES OF LINKLNG 
FLEET ADDITIONS AND SHIPBUILDING 

The requirement that subsidized U.S.-flag merchant ships 
be U.S.-built and that ships built with subsidy be only for 
U.S. ownership and registry, can result in (1) the United 
States not developing or maintaining an industry of the size 
and capability needed or (2) spending more than necessary to 
achieve shipping and shipbuilding objectives. 

Unstable market for U.S.-built ships 

Cyclical variations in demand is a frequently cited 
probiem of the shipbuilding industry. For example, a 
January 1974 Navy report concluded that, 

1 Japan, Sweden, West Germany, Spain, France, United Kingdom, 
Norway, and Denmark. 
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"A widely fluctuating workload in ship construction and 
ship repair deemed the single most important cause of 
high costs and inefficiency for both commercial and 
naval shipyards on an individual basis." 

The Shipbuilding Commission also cited unstable, cyclical 
workloads as one of the "most prevalent ills" of the ship- 
yards. Figure 3 illustrates the changes in shipyard activity 
as measured by quarterly employment of the nine major yards 
and provides comparison with the overall industry average. 
This shows that moderate variations in total yard activity 
disguise significant instability at individual yard levels. 

Instability of workload affects both the facilities 
and labor of the shipbuilding industry. Modernization of 
facilities requires investment which entails more risk if 
there are important variations in workload. The cost and 
productivity of labor is affected adversely by undependa- 
bility of future work. Also, because shipyards are often 
important local employers, variations in their work force 
caused by unstable workloads may have a serious impact on 
local economies. 

It would seem desirable, therefore, that Government 
support of the shipbuilding industry provide, among other 
objectives, a more steady and predictable volume of busi- 
ness. This leveling could be accomplished, for example, 
by adjusting CDS support to complement changes in Navy 
construction and commercial ship demand derived from the 
Jones Act. 

Using shipyard employment as a measure of activity at 
6-month intervals between 1955-73, our analysis showed that 
MA program employment changes complemented those for the 
two other sources 58 percent of the tirrie. Thus, although 
the CDS program has partially helped to achieve stability 
in shipyard employment, there appears to be room for im- 
provement. 

Present projections of increases in Navy and Jones 
Act activity when the MA program is at a higher level indicate 
that MA activity will not be complementing the impact of 
changes in other sources of demand on the shipbuilding in- 
dustry during the next few years. 
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lict between MA and Navv 
construction proclrams 

There is potential for conflict between the MA subsidy 
program and the Navy program in a time of expanding Navy and 
Jones Act construction. A Navy study examining the capability 
of the shipbuilding industry to meet Navy demands over the 
next 5 years concluded that the industry could meet the 
facility demands but that increased costs would result from 
higher wages for skilled shipbuilders. The official who 
conducted the study told us that expanding shipbuilding 
activity, of which the MA subsidy program is a part, would 
encounter shortages of skilled workers causing their wages 
to be increased to attract the necessary numbers of workers. 
In fact, a January 1973 MA study of manpower shortages on 
the Gulf Coast forecasted shortages of journeymen welders and 
shipfitters. 

Four meetings of the Joint MA-Navy Shipbuilding and Ship 
Repair Committee, held during November 1972 through June 1973, 
included discussions of this problem. The Navy expressed 
concern at the November 1972 meeting about possible labor 
shortages at a major shipyard because of MA-subsidized work 
being added when the labor force was being built up for Navy 
work only. At a January 1973 meeting, Navy requested that 
MA withhold further awards to the shipyard unless it satisfied 
the Navy its program was not jeopardized. Minutes of later 
meetings show that Navy concern for that particular ship- 
yard was assuaged but that MA did not agree to a proposed 
statement of priorities governing ship construction in the 
event a future problem should develop. 

A January 1974 Navy report noted a lack of interest of 
private shipbuilders in obtaining recent Navy construction 
work because they preferred commercial work. A recommendation 
was made that the Secretary of Defense consider placing new 
construction in naval shipyards because of this. 

The Navy testified before the Seapower Subcommittee 
No. 3 of the House Armed Services Committee in March and 
April 1974 that increased commercial shipbuilding had re- 
sulted in shortages of skilled manpower. The Navy also 
stated that shortages in skilled manpower contributed to de- 
lays in delivery and increased costs of Navy ships. Private 



shipbuilders testifying in July 1974 described problems in 
doing business with the Navy, generally citing low profits 
and "red tape .'I 

u Reduced o 
series production of ships 

The merits of series production1 of ships, which would 
allow shipyards to use the modern and more economrcal con- 
struction techniques being practiced by some of the more 
successful foreign shipyards have been much discussed. The 
Shipbuilding Commission stated that the lack of repetitive 
work was also one of the "most prevalent ills" of the ship- 
yards. 

Series production reduces costs by using specialized 
facilities and by increasing labor efficiency through "learn- 
ing curve" effects. Estimates of the number of ships neces- 
sary to realize the potential of the series construction concept 
have varied from five to ten. A shipbuilding company would 
have to see a large enough market for a ship size and type 
to warrant specializing its yard so that the capital invest- 
ment could be amortized over a sufficient number of ships. 
The link between Government support of the merchant fleet and 
support of the shipbuilding industry limits the practicality 
of specializing yard facilities. 

Achieving greater specialization means producing fewer I 
ship types by the U.S. shipbuilding industry or producing 
ships for a larger market, which are the strategies used by 
foreign shipyards. To enable U.S. industry to produce fewer 
ship types, some ship types would have to be purchased abroad, : 
and to enable the industry to produce for a larger market, 
either the U.S.- flag fleet would have to carry more cargo or 
there would have to be production for sale abroad. U.S. 
yards, when limited to the U.S. fleet as a market, as has been ; 
the case, must be prepared to build a variety of ship types 
and sizes. From 1971 to 1973, 17 different sizes or types 
of oceangoing commercial ships were contracted for in 10 
yards. 

) 

1 
The repetitive production by a shipyard of standardized or 
similar ships. 
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Series production of ships has been started in several 
U.S. yards since the 1970 Act, as shown below. 

Number of ships contracted 
Desiqn (throuqh FY 1974) 

Basic 86,000 deadweight ton 
bulkship al3 

LASH freighter b9 
89,000 deadweight ton tanker 
LNG 

i8 7 
38,000 deadweight ton tanker 6 
35,000 deadweight ton tanker e 6 
265,000 deadweight ton tanker 5 
225,000 deadweight ton tanker 
Military Sealift Command tanker 

f5 5 

a Includes 4 ships without CDS. 

b The LASH series actually encompassed 20 ships but the 
series started well before the 1970 Act. 

c Includes 5 ships without CDS. 

d Includes 4 ships without CDS. 

e This series is without CDS. 

f Four other tankers of this design are being built at 
another yard. 

By contrast, of the 6 standard designs that a Swedish 
yard offered and sold to its customers as of October 1972, 
the least number of a design that had been ordered or built 
was 10, and 2 designs had been ordered or built more than 
20 times. The Swedish shipbuilding industry may be the best 
example of the benefits of yard specialization and series 
production as it pays worker wages equivalent to those in 
the United States, yet competes in international markets. 
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Suboptimum development of 
industry capabilities 

When the 1970 Act was passed, it was envisioned that i 

300 ships would be built over a lo-year period. MA has 
stated that in terms of numbers, 300 ships will probably 
not be added through the CDS program but that, in "productive 
equivalents," a measure of ship cargo capacity, fleet expan- 
sion would be greater than the 300 originally contemplated 
because of the larger highly productive very large crude 
carriers and liquefied natural gas carriers now under construc- 
tion. The effect of the 1970 decision, to rebuild the mer- 
chant marine, on the shipbuilding industry in terms of con- 
tract awards was shown in figure 2. Also, the Shipbuilder's 1 
Council of America announced at the end of 1973 that the 
backlog of orders on the U.S. shipbuilding industry was un- 1 
precedented in peacetime. At that time, the backlog was in 
excess of $3.5 billion of merchant ships under construction 
or on order. 

Of the more than $3 billion in commercial ship contracts 
let between October 1970 (passage of the 1970 Act) and 
December 1973, 48 percent was for tankers, 29 percent for 
liquefied natural gas carriers, and 23 percent for all other 
types. The proposed 1975 MA budget indicated an intention 
to further concentrate subsidies on the construction of 
very large tankers and liquefied natural gas carriers. Be- 
cause of their higher subsidy rate, the 225,000 or more 
deadweight ton tanker contracts awarded during fiscal year 
1973 required the highest amount of CDS per ship even though 
they were not the most expensive ships. 

Tankers of 100,000 deadweight tons or more accounted for 
36 percent of the backlog of subsidy applications as of 
November 1973. Concern for expansion of the U.S.-flag 
tanker fleet has resulted in increased orientation of the 
industry toward tanker construction. Until recently, no 
tanker of the very large crude carrier type had been built 
in the United States, and remodeling or building of facili- 
ties has been undertaken or planned to enable the industry 
to meet this need. An industry spokesman, commenting on the 
effect of the 1970 Act in December 1973 said: 
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“U.S. tanker building capacity, in particular, is 
anticipated to expand further from the present 
annual level of approximately 1,500,OOO dwt to 
considerable more than 3,000,OOO dwt in 1978." 

This is occurring at a time when worldwide very large 
crude carrier construction capability has been forecast to 
exceed demand from the latter part of this decade through the 
next and when foreign yards that have specialized in such 
construction have cost advantages which may be insurmountable 
in the foreseeable future. 

Adverse effect on achievinq 
merchant fleet qoals 

When it is in the national interest to expand or modern- 1 
ize the U.S. fleet, the availability of funds for CDS and 
the capacity of the shipbuilding industry may seriously limit I 
the speed with which this can be accomplished. Capacity in 
terms of facilities has not been a limiting factor since the . 
end of World War II, but during discussions of proposed oil 
cargo preference legislation (H.R. 81931, some concern was i 
expressed about the capacity of shipbuilders to construct 
the tankers that would be needed. Given enough time, of 
course, the industry could increase capacity in response to 
increased demand for shipbuilding. An alternative would be 
to increase U.S.- flag capacity more quickly through a for- 
eign building program or transfer of presently foreign regis- 
tered ships. 

The recent pace of applications shows that the level of 
funding is potentially limiting for CDS. In only about 2 
years to November 1, 1973, construction applications reached 
$7.8 billion. A March 1973 MA forecast of construction 
with CDS between 1974-85 was $14 billion, with new obliga- 
tional authority for CDS forecast in the range of $275 
million to $375 million. If the interest level in ship- 
building under the CDS program is sustained, MA obliga- 
tional authority clearly would have to exceed that range 
to build the ships for whii:h J-rrrpl.i.cati.ons would be submitted. 

One member of the Shipbuildinq Commission, in dissenting 
from some of the overall conclusions of the Commission, spoke j 
of this l~imitation as follows: 



"It is clearly in the national interest to support 
a larger and more efficient U.S. flag merchant fleet 
than exists today. This does not, as many of the 
conclusions of the COiNTliSSiOn inply, necessitate an 
equivalent support of the U.S. shipbuilding indus- 
try. For example, federal funds could be stretched 
to cover many more ships by permitting U.S. owners 
to purchase ships abroad and operate them under the 
U.S. flag with an operating differential subsidy, 
particularly if the Congress should fail to appro- 
priate funds for the construction-differential sub- 
sidy program which wo>~Ld be adequate to sustain 
the on-going merchant marine objective." 

Government cos? 

Focusing shipbuilding activity on certain ship types 
might maintain the required shipbuilding capability at 
lower cost. Assume for example, that the Government seeks 
to maintain a certain activity level in the industry as 
measured by dollar value of ship contracts. The CDS pro- 
gram would support a portion of that dollar value. If sup- 
port were limited to those ships requiring less subsidy, 
the same dollar value of ship contracts would require less 
Federal funds. Alternatively, the Federal funds could be held 
constant and a higher activity level in terms of dollar value 
could be supported. 

Dollar value of ship contracts may not be the best 
measure for the Government to use. Level of employment may 
be better. Possible reduced cost to the Government would be 
different if this measure were used because supporting a 
ship type with a lower subsidy rate might also change the 
resultant level of employment. The different ship type 
might require a different quantity and skill mix of labor. 
This is the sort of situation that would need to be studied 
to enable the CDS program to be administered for specific, 
independently defined shipbuilding industry objectives. 

9 

i 

We made a simple analysis for illustrative purposes of 
the potential cost reduction benefits, as well as other 
benefits, in relaxing the link between expansion of the U.S.- 
flag merchant fleet and support of the shipbuilding industry. 
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The analysis is not intended to support a proposal-'-a much 
more sophisticated analysis would need to be made before 
the best ship mix specifically for Government shipbuilding 
industry objectives could be selected. 

We assumed for this analysis that the United States 
would not support construction of very large crude carriers, 
but would buy them from foreign yards for U.S.-flag opera- 
tion. This ship type was picked because (1) foreign yards 
specializing in this type can offer prices far below U.S. 
prices, (2) some forecasts indicate a worldwide overcapacity 
in this area during the latter part of this decade and into 
the next, and (3) considerable investment in new U.S. yard 
facilities will be required to create sufficient U.S. capa- 
bility to construct this ship type because of its size.1 

j 

r 
Between October 1970 and November 1, 1973, MA agreed to I 

subsidize construction of 9 tankers of 200,000 deadweight 
tons or larger. The subsidies will amount to over $260 
million. Since we have assumed that the United States would 1 

buy its very large crude carriers abroad, these funds would : 
be released to build some other type of ship. 

Our second assumption was that this other type of ship 
would be liquefied natural gas carriers. This ship was 
considered appropriate because 

--it has a much lower subsidy rate than other types 
being produced, 

--it apparently has high potential as an export item, 
and 

--the higher degree of construction skills necessary 
may be preferable for mobilization purposes, though perhaps 
not for providing employment for unskilled workers. 

1A potentially important reason against ending support is 
that nuclear propulsion would become competitive for very 
large crude carriers. It may be that the United States 
would not want to give up entirely the capability of build- 
ing such ships because the United States might be able to 
utilize its nuclear technology to build very large crude 
carriers at internationally competitive prices. 
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We based our analysis on the demand for liquefied nat- 
ural gas carriers by applications for subsidy at MA and on 
the subsidy rate approved for liquefied natural gas carriers 
by MA. As of November 1, 1973, there were 20 applications 
pending for CDS for liquefied natural gas'carrier construc- 
tion --I5 of these with price estimates. The subsidy rate for 
3 liquefied natural gas carriers contracted in June of 1973 
amounted to about 16 percent. 

The results of our analysis to illustrate the cost re- 
duction benefits showed that: 

--over $50,000,000 in CDS funds would remain to be 
used either for constructing other merchant ship types or 
released for other purposes, such as supporting operations 
of a larger U.S. -flag merchant fleet, or financing Navy 
ship construction, 

--instead of 9 tankers, 15 liquefied natural gas car- 
riers could have been built in U.S. yards encouraging series 
construction of a ship type the United States builds rela- 
tively less expensively, 1 thereby encouraging reduced 
dependence on Federal support, 

--the United States would expand its fleet without ex- 
panding its shipbuilding capacity where world capacity may 
soon become excess and where the possibility of the United 
States becoming competitive is low, and 

--U.S. yard activity would be supported on the type 
of ship construction requiring higher skills from the labor 
force. 

Many other factors would have to be considered before 
this analysis could serve as the basis for actual program 
planning. However, it may be seen why separation of the 
Government objectives for support of the merchant fleet and 
shipbuilding might result in better fulfillment of both 
sets of objectives. 

lThe 9 tankers could still be built in foreign yards with- 
out CDS subsidy, however, and would be operating as U.S.- 
flag vessels. 
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GAO believes the national goals for both the shipbuild- 
ing industry and the merchant fleet could be more effectively 
and economically achieved if MA had the authority to approve, 
in some circumstances, (1) subsidized construction of ships 
in U.S. yards for foreign-flag operation and (2) subsidized 
U.S. -flag operation of foreign-built ships. For example, 
it might be decided to subsidize ship construction for ex- 
port if it were, less expensive to specialize in those ships 
for which the cost differential is less and the U.S.-flag 
fleet needed less of them than the yards would produce at 
the desired activity level. Subsidizing U.S.-flag opera- 
tion of foreign-built ships might be approved if the cost 
differential for a ship type is very great or if the Govern- 
ment wants the merchant fleet to expand at a faster rate 
than the U.S. yards can build. 

Without this additional authority and flexibility in 
administering the subsidy programs for merchant fleet oper- 
ation and ship construction MA is limited in its ability to: 

--Provide desirable market stability for U.S. yards by 
leveling temporary peaks and valleys in U.S.-shipbuilding 
activity. 

--Avoid or minimize potential adverse impact of mer- 
chant shipbuilding on cost and delivery of Navy vessels. 

--Promote specialization in constructing ship types 
which U.S. yards are most competitive in building in order 
to reduce the amount of Federal subsidy funds required to 
offset the difference between U.S. and foreign construction 
costs. 

--Encourage U.S. shipyards to invest in facilities and 
maintain those shipbuilding skills which are best suited 
for the Nation's needs for a private shipbuilding industrial 
base. 

--Rapidly and economically expand or modernize the U.S.- 
flag fleet when U.S. -shipbuilding capacity or Federal con- 
struction subsidy funds are limited. 
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AGENCY COMMENTS AND OUR EVALUATION 

MA commented on this report that our section on the 
conflict between MA and Navy construction programs "attri- 
bute to the problem a generality that seems in our opinion 
to be somewhat overstated." However, DOD expressed 

"concern that MA and the Navy find themselves in 
competition with each other for their respective 
programs. To this end, it is in order for the 
Secretaries of Defense and Commerce to establish 
the forum in which their respective staffs may come 
to grips with the many problems mutually facing the 
two organizations." 

We formed our position on the potential for conflict 
between the Navy and MA programs by (1) shortages in the 
skilled labor pool that shipbuilders must draw upon whether 
they build for the Navy or private interests and (2) the 
dialogue between Navy and MA in the minutes of the Joint MA- 
Navy Shipbuilding and Ship Repair Committee. We feel the 
legitimacy of concern about such potential for conflict is 
confirmed by DOD's comments on our report and statements by 
Navy officials cited in this chapter. The forum discussed 
by DOD may already exist in the Joint MA-Navy Committee 
(described on pages 11 and 29 of our report). This committee 

has already served as the forum for some of the problems 
jointly faced by MA and Navy. 

MA comments suggested that our conclusion on needed 
changes in the direct subsidy programs "is based at root 
upon the fact that CDS rates for liquefied natural gas carriers 
are lower than CDS rates for large standard tankers." We 
based our conclusion on six disadvantages lack of flexibility 
in administering the CDS program seems to entail. One of 
these was higher-than-necessary Government costs. To il- 
lustrate how the costs might be lessened, we postulated 
eliminating very large crude carrier subsidies and using 
funds for subsidy of liquefied natural gas construction. 
Liquefied natural gas carriers were selected, among other 
reasons, because the subsidy rate was lowest, which pre- 
sumably indicates U.S. shipbuilders are most competitive 
with that type of ship. MA commented that "it is not clear 
that other specific examples can be adduced to support the 
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generalization." In fact, tankers smaller than very large 
crude carriers also have a lower subsidy rate, though not as 
low as the liquefied natural gas carriers. The same example 
could be constructed using the CDS rates for smaller tankers 
in place of the liquefied natural gas carriers. 

MA implies that implementing our conclusion would entail 
reorienting the entire commercial industry toward constructing 
liquefied natural gas carriers, and says, "In addition, there 
is a question regarding the national security implications of 
exclusive concentration on liquefied natural gas carriers." 
If our example were taken to be a proposed construction pro- 
gram for Government subsidy, which the report indicated it 
was not, and if it were to be implemented, there would still 
be sufficient subs'idy funds for the contracts signed between 
January 1971 and December 1973 for 16 smaller tankers, 9 LASH 
ships, 4 container ships, and 2 ore-bulk-oil ships, in addi- 
tion to the liquefied natural gas carriers. Thus, our ex- 
ample did not contemplate "exclusive concentration" on 
liquefied natural gas carriers. 

MA concludes by saying, 

" * * * these MarAd observations do not in them- 
selves constitute a basis for rejection of the 
draft report's recommendation. They do, however, 
indicate that the apparent current basis for the 
recommendation is limited to a very narrow and 
questionable argument." 

We believe, and MA does not disagree, that our recommenda- 
tion still has merit. MA addresses only one of the reasons 
we noted for considering greater flexibility for the CDS 
and operating subsidy programs and does not address the 
central point of the example in which specialization in more 
competitively constructed ships is less costly to the Govern- 
ment of supporting the industry at a given level of activity. 
MA observations concerning over-concentration on liquefied 
natural gas carrier construction are undoubtedly true, in- 
dicating that liquefied natural gas carriers should be sub- 
sidized only until there is no more advantage, and some 
other ship type should be selected, 

MA suggested that the report should include greater / 
discussion of two topics: (1) the reason for any preference 
of private shipyards for commercial work and (2) measures 
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to increase industry productivity and reduce labor turnover. 
We agree these are worthy subjects for study. Unfortunately, 
they are outside the scope of this report. 

Complete DOD and MA comments are shown in apps II, 111 
and IV, respectively. 

MATTERS FOR CONSIDERATION 
BY THE CONGRESS 

The Congress should consider giving MA the authority 
to approve, in appropriate circumstances, subsidized con- 
struction of ships in U.S.- yards for non-U.S.-flag opera- 
tion and subsidized U.S. -flag operation of foreign-built 
ships. GAO believes this authority will provide desirable 
flexibility in administering support programs so that modi- 
fications can be made promptly to achieve the Nation's 
changing merchant fleet and shipbuilding capability needs 
most effectively and economically. For example, it may be 
considered desirable to use such flexibility to achieve 
carrying a certain percentage of imported oil on U.S.-flag 
ships. 
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APPENDIX I 

COMMiSSION ON AMERICAN SHlPBUlLDlNG 
1711 Pwu~syfvanla Avenue. N.W. 

Washington. DC 2aoO6 

To the Preaide?lt cd the Congws8 of th.e United 
State8 of ~4maricn. 

(~TLEXEX : The Commission on .Imerican 
Shipbuilding herewith respectfull! submits its 
Report. in nccordnnce with the Merchant Marine 
Act of 1970. 

The Commission, created by the Act in Octo- 
ber, l%‘O, for R tcrnm of three gears, lrns inspected 
and studied the .~rnericnn anti foreign commercial 
shipbuilding industries intensively and, in pe- 
sponse to the ,ict, has reached the following gen- 
eral conclusions : 

1. The American shipbuilding indust.ry is 
a reh&ve!g small but e.sscntial industry Gth 
respect to the eco~~on~ic, political, social, and 
defense needs of this country. 

2. Wicrc it ha5 the opportunity to build 
ships in series and has a renscmnblc stability 
in its orderbook. it is frill? capable of equal- 
Iing the productive cficiency in nny foreign 
shipbuilding industry for the construction of 
similar ships. 

3. Because of the reluti&ly bighcr wa,ges 
nnd cost. of nxrtcrials in the Ihitcd States, 
the industry has not ken competing on R 
cost basis in the interiintional market despite 
its ptcntinl eqw-tlity in producti\-e efficiency. 

atively long length of time required for the 
ordering and construction of a ship does not 
permit, economic adl-antage resulting from 
new technology to be applied to a significant 
amount of production, it cannot be expected 
that research and development can overcome 
the competitive handicnps resulting from the 
higher U.S. standard of living. 

6. The basic market for U.S. commercial 
shipbuilding is therefore essentially limited 
to the ships required to carry U.S. domestic 
and foreign commerce. 

7. The American shipbuilding industry’s 
construction of merchant ships consequently 
is generally dependent on the health, act+ 
ity, and future prospects of the U.S. merchant 
marine. 

8. The U.S. merchant rf;larine is dependent 
on its capability to secure and carry an ade- 
quate amount of cargo at a reasonable profit. 

9. There is an historicnlly demonstrated and 
presently compelling national need, as ex- 
pressed in the Declaration of Policy of the 
Merchnut Marine Acts of 1936 and 1970, for 
this Kation to cnrv a substantial portion of 
its cargo in I7.S.“built and U.S.-manned ships. 

10. The share of U.S.-foreign senborne 
trade tonnngo carried in U.S.-flag ships has 
declined since 1950 to tha point. where ‘ITS.- 
flag ships in 1972 cnrrird ouly !?C! percent of 
the gencrrl ergo, 1.6 percent of the dry bulk 
cargo, and 5.7 percent of tlrc oil ca’rgo. 

11. In view of thrse low pcrcentnps rind 
the incensing drprndcncc of t.bis country on 
substnntinl yrtr&um nnd 6”s imports, it is 
nccrsssnry to tnke nctiou now to increase this 
Sntion’s direct part icipnt ion nnd coutrol in 
the tri~tlspottatioa of these vitnl Inatcriilk 

12. lh~ausc of tlw incwnsiug lihtcr:kl trirdc 
pressure from dewloping and oil-producing 
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nations, because of the incrra~ingly nwrtive 
psrt.icipntioli of state-owned fleets in ship- 
ping. and bec,iuse of the pnst reluctance of 
U.S. oil conl1)anirs to build and opwnte 
U.S.-flag tnnkcrs: it nppca~s necessary that a 
quota of the pctrole~~rn and gas trade be re- 
served for cficirnt nntl competitive U.S.-built, 
U.S.-manuctl ships if the United States is to 
have a significant portion of this transporta- 
tion u~ulcr its control and to hnve the cnpa- 
bility to build and repair the necessary 
vessels. 

13. The only practical, available method of 
building and operating the necessary petro- 
leum and gas tankers to satisfy the quota is 
through tile provisions of the Merchant Ma- 
rine Act of 1970. 

14. To provide increased capital for the 
construction of U.S. shills, provision should 
be made for tax-deferred repatriation of the 
earnings or proceeds of sale of foreign-flag 
ships owned by U.S. corporations orthcir sub- 
sidiaries into capital construct.ion funds for 
the construction of U.S. ships in accordawe 
with the present requir-emeuts of theAMaritime 
Administration with respect to the opcrztion 
of the funds. 

15. Increasing, abnormal competition and 
pressure from state-owned fleets is causing and 
mill incrcnsingly cause significant losses in 
cargo for U.S. ships. A system of freight rate 
equalizntion should be adopted wherein puni- 
tive action could be taken in cases where cargo 
would be cnnsistently carried by state-owned 
ships below what would bc de.termincd to be 
fair market value rates by. the $%dernl Mari- 
time Commission. 7 -,. 

16. Presrnt U.S. cabotage provisions are de- 
sirable for tlw continuing carriage of U.S. 
domestic t-lade iu I-.S.-built,, U.S.-mnnncd 
ships nnd sliould rcmniu uuchauged. 

17. The continuous, uuintcrrupted carriage 
nnd deliwry of seaborne cargoes is a first 
order requirement. for the future health of the 
U.S. mrrcllnnt. mnrine, the rcnnomic mcll- 
being of its cnstomcis, and the best interests of 
the Sntion es a H-bole It is thct-cfore neccs- 
sary flint, labor and mruagernent ndopt a for- 
ml system involving tbc cntiro industry 
which will pro\:idr the means for settling all 
disputes, both during and nt the tcrminntion 
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of a labor contract, without resort to strike 
action. 

18. The benefits of industry-Iride coopen- 
tion in standardization, research, and the 
exchange of engineering and technical infor- 
mation are significant in other countries, par- 
ticularly Japan. Similar benefits are largely 
denied to U.S. shipbuilders because of the 
possibility of antitrust action by the Govern- 
ment. Provision shodcl be mnde to bring 
nbout this clesirable cooperation wit.h Govern- 
ment support. 

19. The necessity for a firm national policy 
for the U.S. merchant marine and the ship 
building industry is paramount. Such policy 
must be obsemed and implemented in all parts 
and at all 1eveIs of the Government. 

20. Attainment of the maximum possible 
environmentnl protection of the navigable 
waters and shorelines through improvements 
in tanker design and construction standards 
will not be realized if regulations are imposed 
on U.S. operators and builders alone. This 
protection can be best nttained through co- 
operation with nn international organization 
such as IMCO. 

In consideration of the foregoing conclusion 
and the studies, observations, and personal experi~ 
cnce upon which they are based, tho Commission 
recomtnends the following in the best interests of 
the sbipbuildin, m industry, the merchant marine, 
and the Nation: 

A. That Title I, “Declaration of Policy,” 
of the Merchant ?fnrine Act of 1936, as 
amended-by the Merchant Marine Act of 1970, 
be reaffirmed n$ the national policyof the 
United States wi;h+ respect to 1%. merchant 
mnrine,shipbuildtn,rr, an-d relat+$ rndus@ies, --_I. 

R. That a firm unplementntion of this pol- 
icy and related laws be required of nll depart- 
ments and at all levels of the Government,. 

C. That with rcspcct to petroleum and gas 
imports, a quotn now be rstablished for car- 
ringo in ctllcicnt nud compttitivo U.S.-built, 
U.S.4 ag rcssels. 

D. Thnt. t.he construction of vessels mhero 
nwcssnry to carry the quota of pctrolcum nnd 
g;rs imports be nccomplislwd with the nid of 
constniction-diffrre~~tinl subsidy as pi-escntly 
provided under the Merchnnt Marine Act of 
1970. 
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E. That lcgislntion be enacted to permit 
U.S. corpor:r t inns. or their subsidiaries, omn- 
ing foreiF-flxg ships to transfer the earnings 
of such ships. or the proceeds of the sale 
thereof, to nflillntt~l I”.S. corpor.~tions for the 
purpose of rlcpositing such funds on a tax- 
deferred basis in cn$tnl construction funds 
for ship construction in ncrortlnnce with all 
present rrquircnwnts of the Mwitime Ad- 
ministration nit!1 respect to the operation of 
the fund. A U.S.-citizen corporation within 
the mewing of the foregoing is a corporation 
which is n IT.!!.-citizen pursuant to Section 2 
of the Shipping -Let, 1016. 

F. That h$slntion hc enacted to establish 
pro\-isions for freight rate equalization 

wherein importers or exporters using statc- 
owned shipping services with rates con- 
sistently belbw fair market wlucs determined 
by the Federal 31arit.imc Commission mill bc 
held liable for the difference. 

G. That cabotagc provisions of present 
U.S. 1~~s not be changed. 

H. That a formal system be established by 
labor and mnnngcment for the entire mari- 
time intlustry viliich will provitlc the means 
for settling a!! disputes, both during and at 
the termination of R labor contract, without 
resort to strike action. 

I. That the Government. take positive steps 
to foster cooperation in the shipbuilding in- 
dustry in research, stnndnrdiza.tion, and the 
exchange of cnpineering and technical infor- 
mation through provisions which would ex- 
empt Sucll cooperation frnm antitrust action. 

J. That the !>rcsent tax laws and provisions 
for the financing of thr construction and op- 
cration of U.S. wssek be retninrd. 

IL That the protection of the nnvigable 
mters and shorelinrs of the United States 
from oil contnminntion by vrssrls in U.S.- 
foreign trnc!e br nchievcd by wor!ril<g within 
the frnrtrcw3rk of intrrnntional organizations 
snclr ns I.\f(‘O for itnprowt! stand:lrds for 
t:\nkcr (Ic.sign and constructinn, not by uni- 
lntf3:lI l~~~gul;ition of I.‘& operators and ship- 
tIlli Id~rs. 

Report. Mr. George felt that it would be inappro- 
priate for him to sign the Report because of the 
nnt ure of his except ions. 

It has been n privilege to serve as members of 
this Commission. We ho!w ttlat our Report. wi!l 
lend to a better understanding of the .imerican 
shipbuilding intlustry and merchant marine and 
the vital role they should play in this Sation’s 
future. 

Respectfully submitted, 
- 

CHARLES A. BLACK, Ueder. 

A~;DREW E. GILISOS, Member. 

w 
JOIIX T. GILBRIDE, Member. 



Mr. Victor L. LmE 
Director, General Govemnt Division 
United States General Acccuntirq Office 
Washington, D. C. 20548 

Dear Mr. Ime: 

TILT refers to your letter of July 8, 1974, *ch trmtted d 
requested cament on your draft reprt, "Gaverment Support of the 
Shipbuilding Industrial E%ie" &de 950076). 

This is aninterimresponse inter&d to -&w-t 
forcarments earlyemmghforyoutoomsider thminycurJu.ly 
briefing to the Sea-r Sdxxmnittee Of the HOuse Adned Services 
camlittee. Imrsurcyauwillurderstandourneedforadditio~l 
time togenerati final afnmnts onadraftmport mbasic in 
natureandwith such far-reacm potential w faramjor 
united states inkstry. Our fimlammzntswiUbe furnishedby 

,' August 30, 1974. 

It is our initial impression that this represents a gemrally use- 
ful tianmendableeffort, butthatit canpzrhapsbe iqroved 
sanewhat with additional mrk. Aswe urderstan5it, thebasiccon- 
elusions atd r eammdations of the&aftrepart are as fsllms: 

a. It is concluded that the Department of Defense and 
the Ikpartment of Cormera? employ significantly different 
emergency planning assmpticms in assessirq I& adequacy 
of the shipbuilding industrial base. It is reamnended 
in the interests of achievinganearlyresoluticmof 
their differences that the Secret-dry of 0nmxas ad thz 
Secretary of Defense review with appropriate axqressional 
carmittees their views regarcli~ the anergency planning 
ass~tions. 

b. It is recarmended, in the interest of more effective 
and ecomnical achievment of national goals for the ship- 
building industryard themrchantfleet,thatthc congress 
consider giving the Maritime Idninistration authority to 
awrm, in appropriate cirmtances, tlr subsidized 
constmction of ships in U.S. yards for non-U.S. flag 
operation and the subsidized U.S. flag operation of 
foreign-built ships. 
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The conclusion and ret amrendation regarding anergcncy planninq ass- 
I&I-E, correctly represent certain differences of opinion regarding 
the pmb&lc duration of a futuxc war that were reflect.?d in corres- 
pandence between Mxt Caimission on American Shipbuilding (CAS) on 
the one hand, and the Depsrtmmtaf~fense (COD) and theNavy, on 
the other, in the winter of 1972-1973. Ficx4ever, neither DOD nor the 
Navy km taken a form1 position on the mqnitude of the industrial 
base required For tily repG.r and replacesent of ships that might 
be clalmgd or lost in a war, and that magnitude is not necessarily a 
direct function of the duration of the war. Rxtherrrore, the psition 
taken by the %cit.i.re Administration (MarAd) in support of the C.G view 
in 1993 has since ken mcdified. Tn the light of these considerations 
it appears that the draft report t-my place undue e@asis on what is 
referred to as a ViEEerence between MarAd and DOD assesmt of [the] 
industrial base." 

At present, it is the MarAd view that there is a significant require- 
rent for an in-being shipbuilding base to met overall U.S. needs 
arising frau a mjor war even if that war is of short duration. We 
also feel that an industrial base for shi@miMing represents a useful 
hedge aqaimt the possibilib~ of e&end& war. With r-aspect to a long 
war, shipbuildiq capcity can be 1cokGsd upon as a lonq-lead-w re- 
source stilar to lcmq-lead-tim industrial and military material 
stikedby DOD formilitary usebeyond the limits of short-durationwar. 
There is also an analcqy with strategic mterial stocks mGntained by 
the General Services Administration to meet needs that might arise in a 
relativelylongwar. 

Without regard to the length of possiblenajorwars,~, MarAd 
views the industrial base requiremsnt as depmding on tititial m&i.- 
lizatim needs and, pzrhsps nmre heavily, on the requirmmt to replace 
ships needed for the rccomtitution of essential omnxercial shicipping 
service. This l.atkz requirement could be significant in the Case of a 
major war even if it were short because shipping losses are likely to be 
greatest in the early months of a war. !Ful-themre, shipping lc6!3es to 
allied nations could also bt: expected to he significant and my ship- 
yards in allied countries woul.d be likely to be damaged or destroyed, 
Thus a general shortage of shipping sems likely to follow a major war 
of short dumtion, and it appears unreasonable to anticipate that ship- 
yards in countries allied to the United States co\>ld necessarily con- 
tribute in an i.mpxtmtway to the constructionof shipsneeded in an 
early postwar pxicxd for the remma of Moo World Cmrce. 
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There has not yet been formal discussion of this concept between the 
Departrwntof Ccmncrcc md the Depdlrtrrrnt of Pefense, and its gum- 
titative implications in terms of potential shipyard capacity needs 
have not yet been fully investigated. Hover, significant dis- 
agreement appears unlikely, particularly since the provision of 
shipping service essential for cmrnerce is the statutory responsi- 
bility of the Departmnt of Ccrmerce. (Shipbuilding requiremnts,if 
any, for reconstitution of Naval forces muld be additional to those 
alluded to here.) 

With respect to the draft report's re umwndations regarding sub- 
sidized oonstrwtion of ships built for export and opxzatGq subsidy 
for foreign-built ships, we agree that congressional action weld be 
necessary. & to the desirability of such innovations, it seems clear 

~thattheywmldbe advantageous in saw respects. Howwer, they cmld 
also entail disadvantages not yet clearly foreseen. Therefore, we 
wuld suggest that they be subjected to intensive amlysis, tD include 
investigation of their potential impact on all sectors of the U.S. 
kWxha.nt Matins, before they are amsidered for irqlerrrentation. 

Detailed cmntonall the pxints mde in the lxdyof thedraftreport 
is beyond the scope of this interim response. We do feel, hmmver, 
that some cmmnt is called for ncxrr regarcling the discussion of 
"conflict betmen Mar&l and Navy amstruction prcq1ms" on page 35. 
This discussion attributes to the problem a generality that seems in 
our opinion to be sanfphat overstated. Wwaver, to the extent that 
there may be a general "preference for cammarcia xcxk" on the part of 
the private shipyards, we feel that the GAO draft relzcrt muld prob- 
ably be more useful if it were to treat in m depth the reasons for 
any such preference. 

Cn the other hand, partlybecausemuchof the Navyprogramis restricted 
by its nature to asnalln~ of yards, there has-direct, clearly 
understad interaction b&ween the b.m programs in relatively few 
i l lStanceS. It is our feeling that such instances can be best handled 
on a case-by-case basis as they have been in the past. 

CW other detailed point appears worthy of mention at this Tim. MarAd 
projections of employment in private U.S. shipbuilding do not coincide 
with the graph presented as Figure 4 on page 20 of the draft report. 
'Ihe major difference is that the MarAd projection does not show the 
significant employment increase shun in Figure 4 for the years 1975 
and 1976. It wuld appxtr useful to explore the rossohs for this 
difference. 
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Ingeneral, asisirdicated akmve,we feelthatfhis draft report 
represents a very usefd. effort. We bpe that this effort will be 
carried through to its logical conclusion. The suggestions set 
forthin this interim axmentareinteded topointtoareaswhere 
scm &litional effort may be helpful. 

To the e*entth+titis appropriate,we are prepared to assist in 
anyuaythatw!can. 

R0BEsTTJ.W " 
Assistant secretary 
fcrMaritimAffair8 
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urdmo STATES c.“EPARTMENT of ~~YMMERCE 
The Assistant Secretary far Administration 
Wdshfngton. U i: 2!v%30 

October 23, 1974 

Mr. Victor L. Lowe 
Director 
General Government Division 
U.S. General Accounting Office 
Washington, 0. C. 20548 

Dear Mr. Lowe: 

This is in reply to your letter of July 8, 1974, 
requesting comments on the draft report entitled 
"Government Support of the Shipbuilding Industrial 
Base." 

We have reviewed the attached comments of the 
Assistant Secretary for Maritime Affairs and 
believe they are responsive to the matters 
discussed in the report. 

Sincerely yours, 

Acting Assistant Secretary 
for Administration 

Attachment 
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?hc west 
dt 

1 i -.tlmr*nt of Cimlel’:e ,xuid i.hc: reconstruction of the Free 
World cc my at the end of World War Tl depended heavily upon the 
vast shipping resources at the disposal of the United States at the 
enl of the war. (‘l’hc wealth of allied shippine, was similarly useful 
after World War I. ) Following a future ITLQ or war of brief duration, 
however, U.S. and allied fleets would probably be severely decimated, 
and recovery would depend heavily on tile reconstitution of shipping. 
Since it is likely that shipyards in allied countries would be either 
damaged or destroyed in such a major war, the burden of replacing lost 
shipping and repairing d<ml;ed shl.ps would fall heavily on the United 
States. 

In a recent analysis, MarAd calculated the time required to replace U.S. 
shipping losses that rni}~,ht, he cxpccted in a rrajor short war. Not 
counting losses of ships from the i\lational Defense Reserve Fleet, It 
was assumed that some 165 merchant ships would have to be replaced 
(based on Navy analyses of probable stings), and shipbuilding capacity 
normally devoted to Navy programs was considered not to be available. 
‘ihe analys-ls was undertaken under three alternative assumptions regarding 
the avtilabillty of the portion of our shipbuilding capacity that is 
normally devoted to CDSsupported ships: (a) unzvallable; (b) available 
and (c) increased by 50 percent. Under these three assqtions estimated 
years rtzqulred for merchant fleet reconstitution were, respectively, 
9 3/h, 6, and 4 l/T, which mi.g$t be reduced to some degree through 
concentration on smle utility ship designs, but which would still 
remain considerable In a period of shortage. 

While the noted analysis involved reconstitution followiN a short rrajor 
war, the in-being shipbuilding industry would also represent an essential 
asset in the event of a longer war. In fact, as was noted in our interti 
respoxc, shipbuilding capacity can be looked upon as a long-leadtjme 
resource sLmilnr to low-leadtime irdustrial and military material stocked 
by DOI) for military use beyond the 1Mt.s of a short war and to strategic 
rrat?ri:ll stocks maintained by the General Services Administration against 
the requirements of a long war. 

The other explicit recommendation of the draft report Is that “Congress 
consider ~dvi11g the Maritime Adnlinistratlon tile authority to approve, 
in approllriate circumstances, 
U.S. yacf~Is for n0rGJ.S. 

the subsidized construction of ships in 
f’la~ operation and the subsidized U.S. flag 

operation oi foreign-built ships. ” In our Interim response, we suggested 
that this reconmndation be subjected to further analysis, to include 
i.nvest&ation of its potential impact on all sectors of the U.S. merchant 
mrirrc-. We believe this suu,estjon is still appropriate, and WC have a 
few nddit ion?1 obzxtvations rcnpwtlne; t.trix recommzndntlon. 
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'n-w cir:1ft rfpur'l '- Y reconlnendation of ODS for imported ships appears to 
stm from the sme basic reasoniw as the recomnendal:ion of CDS for 
expol*t ships, ‘That is, if’ shipyards are occupic~I building ships that 
xLq~uix Ii t” . CZY ;xxK!y , i .c., Ll4-I:: , Ir IL then the draft rcplnrt I_rrplies thal; 
oti!c17 &Ip tylx‘s should be imported to pmvide balance in the U.S. flag 
fleet,. 
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One f~~-tht-r general ohservat.iol-! seems appropriate + ‘?he differential 
between U.S. and foreiD shipbuilding costs reflects not only the generally 
higher cost of U.S. labor and mater8ials but also a IJ. S. disadvantage in 
U.S. shipywd capital jnvestment, perpetuated to a degree by low profits, 
at-d a very high rate of labor tumover. Investment in U.S. yards has 
increased si;tnificantly since tk passge of the Merchant Marine Act of 
1970, ameliorating but not eli.mir;atirg, the U.S. disadvantqe in this 
SLt'ea. Labor turnover, resulting: largely r'ran the continuing mi@?atiOtl 
of trained specialists into the construction industry, persists at a 
hipb level as a deterrent to prouuctivity, not only in merchant ship 
construction, but also in Navy ship construction in private yards. 

Despite the continuirg progres' z elf the Maritime Administration in 
promotin< imiustry efficiency tori redllcing CDS levels, it is OUT 
feelirk; that there is a need for additional measures to mrove 
industry productivity, and parti~:ul.a.rly to reduce labor turnover. 
Such measures are necessary in the interests of increasing IJ+S. 
competitiveness and stabilizing the shipbuilding mobilization base. 
It appears to us that additional concentration on these fun~ental 
factors would increase the utility of a report concerned with the 
role of the CDS promam in maintenance of the mobilization base. 

In general as was indicated in our Interim cement, we feel that this 
draft report represents a very usef'ul effort. Our intent in this 
cement is to point to certain areas where additional effort appears 
to be called for. 

‘Ib the extent that it is appropriate, we would like to assist in any 
way that we can. 

Sincerely, 

A(?-&~~.~ ,&..I., 
ROBEXT J. BI$CKKELL ’ 
Assistant secretary 
for Maritime Mfairs 
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iNSTAlLA1IQNL AND LOGIStlCS 
11 SEP 1974 

Mr. R. W. Gutmann 
Director, Procurement and Systems 

Acquisition Division 
United States General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Cutmann: 

This is in response to your letter of July 8, 1974, to the Secretary of 
Defense which forwarded copies of your draft report on “Government 
Support of the Shipbuilding Industrial 3ase. ” (OSD Case #3870) 

The report reflects an extensive study and analysis of the U. S. Ship- 
building Industry. The substance of the report would appear to derive 
from the Report of The Commission of American Shipbuilding and a 
review of the major legislation governing shipbuilding, ship construction 
subsidies, and shipyard utilization. 

Two major considerations, not addressed in the report, but which are 
essential in this study, are the ehortage of skilled ma’npower and the 
shortage of steel. The United States cannot achieve a strong and 
effective ship construction and ship repair industry without skilled 
manpower and an adequate supply of steel. At the present time, the 
entire industry is suffering from shortages of skilled manpower. I 
will not go into the plethora of causes for these shortages. A quick 
look at the shipbuilding industry’s skilled personnel age groups will 
reveal that significant blocks of these personnel will arrive at retire- 
ment simultaneously which will increase the severity of the problem 
as time proceeds. Action involving government support is going to 
have to be taken to alleviate this problem. Most of the industry 
experiences difficulty in obtaining steel. The increased demand for 
steel gonerated by the large MARAD and Navy shipbuilding programs 
thetnselvcs have contributed to the shortage. Again I shall not go into 
the many other contributing factors. The government must field this 
prnblcm in terms of rcso’lving the issues of demand versus capacity, 
ore resmrccs, reclnmatjon requirements, and priorities assessment 

. lr01n ;1 ilation,ll ovcrvicw. 
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PRINCIPAL OFFICIALS RESPONSIBLE FOR ADMINISTERING 
ACTIVITIES DISCUSSED IN THIS REPORT 

Tenure of office 
From To - 

DEPARTMENT OF COMMERCE 

SECRETARY OF COMMERCE: 

Frederick B. Dent Feb. 1973 Present 
Peter G. Peterson Feb. 1972 Feb. 1973 
Maurice H. Stans Jan. 1969 Feb. 1972 

ASSISTANT SECRETARY FOR MARITIME 
AFFAIRS-+lARITIME ADMINISTRATOR: 

Robert J. Blackwell 
Andrew E. Gibson 

July 1472 Present 
Mar. 1969 July 1972 

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE: 

James R. Schlesinger 
William P. Clements Jr. (Acting) 
Elliot L. Richardson 
Melvin R. Laird 

July 1973 Present 
Apr. 1973 June 1973 
Jan. 1973 Apr. 1973 
Jan. 1969 Jan. 1973 

DEPUTY SECRETARY OF DEFENSE: 

William P. Clements 
Kenneth Rush 
Vacant 
David Packard 

Jan. 1973 Present 
Feb. 1972 Jan. 1973 
Jan. 1972 Feb. 1972 
Jan. 1969 Dec. 1971 

ASSISTANT SECRETARY OF DEFENSE 
(INSTALLATIONS AND LOGISTICS): 

Arthur 1. Mendolia 
Hugh !"WCu~lough (Acting) 
Barry J. Shillito 

June 1973 Present 
Jan. 1973 June 1973 
Feb. 1969 Jan. 1973 
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Un jcrlying the entire study .t the MARAD and the 
Na ‘I find themsclvcs in connpcfllinn lvith ttach other for their rcspectivr 

Pr( learns. We should establish a way to dctcrtr,ine the relative priorities 
of. litary and commercial shipbuilding so that the national interests arc 
Ser <d. To this end, it is in order for the Secretary of Defense and the 
Set ;tary of Commerce to establish the forum in which their respective 
stalls may come to grips with the many problems mutually facing the 
two organizations, The several problems and recommendations of the 
subject study would be addressed most appropriately in this forum. 

Subsequent to the joint review of n;utual problems it may be in order 
for the Secrct:try of Defense and the Secretary of Commerce to meet 
with the appropriate committees of Congress. 

Sincerely yours, 

Asrirtant Secrctury of Defcnss 
(Inrtalhtlons L(r Lozistic8) 

Y 

E 
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SECRETARY OF THE! NAVY: 

William Middendorf II (Acting) Apr. 1974 Present 
John W. Warner Apr. 1972 Apr. 1974 
John H. Chaffe Jan. 1969 Apr. 1972 

COMMANDER, NAVAL SEA SYSTEMS COMMAND: 
(note a) 

Rear Adm. Robert C. Gooding 
Rear Adm, Nathan Sonenshein 

Aug. 1972 Present 
Aug. 1969 July 1972 

a/ Formerly Naval Ship Systems Command 
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